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An AICPA publication for the local firm

THE AUDITOR’S ROLE AS ADVISOR IS CHALLENGED
Most of the nation’s certified public accounting
firms have a long-standing capability of providing
various types of business advice and management
advisory services to clients. Now these services
are being challenged and the accounting profes
sion believes the challenges are unwarranted.
On June 15, 1979, the Securities and Exchange
Commission issued an interpretive release con
cerned with whether or not the independence of
an auditor might be impaired when the client also
engages the auditor for management advisory
services (MAS). The interpretive release, Account
ing Series Release no. 264, intimated that might
be the case.
Concern within the profession over the impact
of this release stems from possible misunderstand
ings of the SEC action. The release could be read in
two ways: as a document intended to curtail the
engagement of CPAs for advisory services by their
audit clients, or simply as an attempt to alert
CPAs and their clients to be more concerned about
independence.
While ASR no. 264 is intended for public com
panies, many believe that nonpublic companies
will be influenced, as a result of this release by the
SEC, to curtail or eliminate management advisory
services provided by their auditors. ASR no. 264 is
not a ruling—it does not proscribe CPAs from
offering management advisory services; it does
not set new criteria for a client that turns to
its CPA for advisory services. However, the tone
and content of the ASR can lead companies to un
warranted conclusions. For example, the release
questions whether or not an auditor can be inde
pendent if a substantial portion of the services the
firm provides to all its clients, as a group, are non
audit services. Most local firms will fall into this
category.
It is understandable that the SEC is interested
in safeguarding auditor independence. Certainly

CPAs share that concern. Continuous refinements
in the profession’s standards and rules of conduct,
the specificity of the CPA’s ethical code and the
professional attitude of the practitioners all reflect
concern for independence.
One critical issue in this controversy over the
possible impairment of an auditor’s independence
that should resolve the question is the fact that
advisory services do not entail CPAs making man
agement decisions. Client managements are keenly
aware of their responsibilities and do not abdicate
their role so easily. This separation from manage
ment is a key point. Auditors do not become part
of, or operate under the control of, management
simply because they offer advice.
On the contrary, the AICPA believes manage
ment advisory services actually improve the per
formance of CPAs as auditors because they provide
more extensive knowledge of client companies.
This reduces the dependence of CPAs on client
representations and helps them make more in
formed audit judgments.
The AICPA, in the public interest, has asked the
SEC to withdraw or clarify ASR no. 264. An audi
tor should continue to be viewed by clients as a
source of business and management advisory
services without fear that drawing on that source
might, in itself, cloud the value of the auditor’s
report.
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fice to be with a sick child should
understand that such absence will be
governed by company policies regard
ing illness or personal time off.
Policies dealing with requests for
limited work hours, reduced travel or
part-time work should take into con
sideration how such restrictions might
hinder professional growth, client rap
port, and employee and partner rela
tions. A clear understanding by all per
sonnel of such company policies is
mandatory.
In the past, women with both a ca
reer and a family often assumed they
must be superwomen fulfilling both
professional obligations and familial
duties. Men more typically were worka
holics who perhaps thought that by do
ing more than their share at the office
they would reap greater benefits. It
may be that both men and women are
reassessing their values, and in the fu
ture a greater emphasis will be placed
on a more equitable division of time
and duties at home and work.
The ability of a firm to deal with re
quests of valued personnel for special
consideration resulting from personal
circumstances will have a substantial
effect on the ultimate success of the
firm.

Questions for the Speaker
Here are some more questions from the AICPA’s
management of an accounting practice conference
on partnerships in Philadelphia (see "Questions
for the Speaker" on page 3 of last month’s Prac
ticing CPA). The responses are by Elizabeth S.
Hager of Tulsa, Oklahoma, and Donald P. Zima of
Atlanta, Georgia. Both are members of the AICPA
MAP committee.

Question: Is pregnancy covered in your partner
ship agreement?
Hager:

The growing acceptance of women as
CPAs requires that consideration be
given to the effect on the firm of a wom
an’s pregnancy and subsequent moth
erhood.
In our firm, no differentiation exists
between men and women regarding
work assignments and travel. Women
are expected to work the same long
hours as men if they expect the same
rewards. If a woman wishes to pro
gress and eventually become a partner,
many hours will be spent outside the
office entertaining clients and prospec
tive clients and participating in pro
fessional organizations.
While pregnancy is not specifically
covered in our partnership agreement,
an effort would be made to reach a
mutually agreeable arrangement. Care
must be taken to avoid discrimination
regarding pregnancy when developing
policies governing disabilities. A wom
an who takes time off to have a baby
should be given the same consideration
as any partner or employee who is tem
porarily disabled for any reason.
When a disability occurs, careful
thought should be given to the desires
of the individual and to how such re
quests will affect the firm. An employee
or partner who wishes to leave the of

Question: Would you make a person a partner if
he could not develop practice clientele?
Zima:

No. There are exceptions to that an
swer; however, they are so remote that
I hesitate to mention them for fear
that they will detract from the basic
point that a partner of a growing CPA
firm must be able to attract new busi
ness for the practice.
The exceptions, in my opinion, only
exist in larger firms where a staff per
son could be admitted to the firm as a
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partner with responsibilities pertain
ing only to management functions,
such as quality control procedures and
recruiting personnel.
Question: Would you keep a manager if you didn't
put him in the partner training pro
gram after the anticipated managerial
period?
Zima:

Yes. If it is clearly understood that he
has been passed over as a potential
partner and that distinction has been
made clear to the other staff members
who are seeking admission to the part
nership, then I would keep him.

Question: If you included potential partners in
meetings, would you ask them to leave
when you wanted to get into subjects
they should not be part of?

Zima:

No. If managers have advanced to the
level of being in some form of partner
designate positions and are attending
meetings, they have every right to hear
and participate in all discussions relat
ing to all matters that are of interest to
the firm and that will possibly affect
their future.

Growth and Utilization Revisited
In the August 1979 issue of the Practicing CPA, the
article titled “The Effects of Growth on Utiliza
tion’’ by Donald F. Istvan, CPA, of Barrington,
Illinois, stimulated considerable interest.
Among the many responses were about a half
dozen from practitioners who expressed concern
over the relatively high chargeable times shown
for partners in the firms included in exhibits 1 and
2 of the article. The following clarifications pro
vided by Mr. Istvan should answer most of their
queries:
□ The sample of firms reported upon, while
very real in terms of hard data, may not in
fact be representative. For instance, those
firms making up the basis for exhibit 1 are
less than one-third of the total firms in the
sample. In fact, only seven firms comprise
the fastest growing 20 percent of that cate
gory. Of the seven, two have four partners,
and three are sole practitioners with staffs.

Thus, the figures must include some distor
tion from the rounding into “typical’’ cate
gories.
□ The measurement of growth used to deter
mine the fastest growing 20 percent in each
category was chargeable hours for the firm
as a whole. It is possible that some firms
provided information on chargeable hours
which, in fact, are distinguished from billa
ble hours. The sample, therefore, may have
provided distortion by including hours that
weren’t billed to clients.
□ It is very likely that some partners may re
cord chargeable hours beyond those actually
worked. Such padding is often found in firms
where billing rate standards are set too low
for current market conditions.
□ The data are current in that they were col
lected over the past five years. Thus, there is
no way to know if the fastest growing firms
from exhibit 1 will grow to become the fast
est growing firms by the time they would fit
into exhibit 3. There is a real possibility that
they wouldn’t because of partner exhaustion,
particularly if the recorded hours are in no
way padded to make up for low billing rates.
Similarly, these firms might not continue
to grow as fast because the partners are un
able to properly administer and manage the
practice. Such a shift from doing technical
work to managing is the thrust of the previ
ous article.
□ Some of the firms representing the fastest
growing 20 percent in exhibits 1 and 2
achieved that status at the expense of profit
ability per chargeable hour. This stems from
the fact that their standard billing rates are
low, even for their own geographical market
place.
For example, among the seven firms repre
sented in exhibit 1, the highest partner bill
ing rate is only $45 (translated into 1979
rates). Forty dollars is the rate in two others.
The rest are lower. One sole practitioner
with a recorded 2,475 chargeable hours is
billing himself at $32 per hour and his staff at
$14 to $15 per hour. Thus, it appears that
current growth in chargeable hours is com
ing at the expense of optimizing the hours/
rate mix. In the long run, this might serve to
remove the firm from the fastest growing 20
percent category for much the same reasons
as indicated above.
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Your Printed Image
A certain philosophy is needed if your printed ma
terials are to play an effective part in your practice
development. Creative Printing Attitudes are required to
give the right impressions of the firm and to di
rect printed matter toward positive results.
CPAs sell their professional expertise to the out
side world. If you are to have a printed image that
conveys to clients and prospective clients what
your firm is and what it does, it will probably be
necessary for you to obtain the services of profes
sionals skilled in public relations and advertising.
Design is all important. An attractive, attention
getting yet dignified logo should be developed and
used on all stationery, envelopes, business cards
and reports to give a unifying identity to the
firm’s printed materials. Suitable typefaces must
be selected—they can tell the public whether you
are old-fashioned or modern. Then, there are other
considerations such as whether certain informa
tion would look better engraved or embossed and
what quality and color paper should be used.
These are areas in which outside professionals
will be able to help you.
All firm brochures should present the firm's
background in summary form. They should

□ List principal members and describe their
training, experience and specialties.
□ Describe the services the firm performs and
the types of services in which it specializes.
□ Include pictures and samples of work pro
duced by the firm’s data processing depart
ment.

□ Contain photographs of the office and per
sonnel.

The brochure can give bankers, attorneys, cli
ents and prospective clients a thorough under
standing of the services the firm offers. Be careful
of dated materials though. For example, consider
having a separate brochure describing the part
ners because of the possibility of partners leaving
or being admitted to the firm.
Of course, any descriptive materials in the pres
entation folder (there should be a pocket in which
to keep them) must be used in accordance with
AICPA and state society guidelines. Here are a
few items that might be included in the folder: an
introductory letter, a data sheet on the firm (or
your firm brochure), a listing of clients (with their
permission) or types of industries you represent,
letters of recommendation (at least one from a
banker), range of fees (if requested), photographs

of office and staff, your client newsletter, copies of
published articles, firm bulletins on accounting,
taxes and other business subjects, a list of affilia
tions, biographies of key personnel and partners’
brochure.
Let’s have a look at some of the printed com
munications we have with clients to see what can
be done with them to create a good impression.

Financial reports
These can be personalized by having portions pre
printed to include the client’s logo and typeface.
An impressive effect can be achieved by having
the logo appear through a cutout in the cover of
the report.
The management report should list areas of
weakness in the company generally, then specifi
cally (as in the methods for handling cash receipts
and disbursements, accounts receivable, payroll
and inventories) and make suggestions for
strengthening those procedures. The report is
more useful to clients if each item covered is num
bered (both the weaknesses and the recommenda
tions) and space is provided for the client to in
dicate what action is taken.
Tax returns

The tax transmittal letters can be color coded to
the tax forms to improve communication with
clients and make it easier for them to follow the
instructions.
Reminders
Letters should be mailed about thirty days prior to
clients’ fiscal year-ends to remind them that dead
lines for filing dates are approaching and that tax
planning should be considered. It is useful to have
available a checklist of items normally required
for a fiscal year closing—particularly for new
clients.
Estimated-tax voucher transmittals (form 1040
E.S.) present an opportunity to communicate with
clients three times during the year. Instead of
mailing vouchers 2, 3 and 4 with form 1040, you
can hold the vouchers and mail them three to four
weeks before estimated taxes are due, along with
a tax-planning message from your firm. Informa
tion concerning material needed and setting up
appointments in order to prepare individual in
come tax returns should be mailed no later than
January each year.
Communications with clients are further im
proved by a follow-up letter on meetings you have
with them. These letters should present highlights
of the meetings—reminding clients of actions they
(continued on page 6)
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Exhibit 1

RACHLIN & COHEN
CERTIFIED PUBLIC ACCOUNTANTS

Penthouse • 1320 South Dixie Highway • Coral Gables, Florida 33146 • (305) 667-0412 (Dade) • (305) 525-3608 (Broward)

We welcome you as a client of Rachlin & Cohen.

That means a great deal to us. As managing partner, I want to assure you that we
are going to do everything we can to justify your confidence in us.

The present firm of Rachlin & Cohen was established on January 1, 1976. However,
its three predecessor firms each started in the Dade/Broward area over twenty years
ago. Today, the firm is one of the largest independent firms in the state of
Florida. We believe we reached this status by providing attentive service for our
clients, and we plan to so continue in the future.

While we provide all the traditional services of a CPA firm in accounting, auditing,
tax and management consulting, we also feature a number of specialized depart
ments such as rate regulated industries (utilities), legal support, etc.
I am taking the liberty of enclosing a copy of our monthly newsletter. The calendar
of due dates is on a perforated page which can be removed and forwarded to someone
in your organization who might be responsible for the follow-up of the items listed.
You will now be receiving this newsletter on a regular basis, and should you
need additional copies directed to others in your organization, please let me know.
Other literature about the firm, its partners and departments is available. A
call to my office would get you this information. Should you have any questions
regarding your account with us or with proper names, addresses, listings or whatever,
please feel free to contact our bookkeeping department at 667-0412 (Broward 525-3608).

We at Rachlin & Cohen welcome you as a client and hope we will fulfill your
expectations. Do not hesitate to call me directly if you find we are falling
short of the mark or if we can be of any additional service to you.
Cordially yours,

NSR/jan
Enc.

Norman S. Rachlin
Managing Partner

Exhibit 2
Record of Conference
Prepared by:_________ _ _____________________________________________________________
Date:______________
Location:
(if applicable)
Time from:
to:
Client:
Subject:

Client no.

In Attendance
R&C

Client

Other

Decisions

Discussions

Action Line
Action taken:Follow-up required:
Copies of this RC: □ Client file; □ P.I.C.---------------------------- ;
□;---- □;

□
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are supposed to take so that returns can be filed.
Also, the goodwill generated by thank you let
ters to persons referring clients to the firm and
welcome letters from the managing partner to
new clients cannot be overestimated.
Client newsletters

A newsletter lets clients know what the firm can
do and is probably the most dynamic form of
printed communication with them. Newsletters
should describe what is going on in the firm—
specialty departments, staff movements, promo
tions and professional attainments, and upcoming
presentations by staff members. They should tell
clients of changes in the tax laws or other regula
tions and have articles on better business meth
ods, estate or financial planning, etc. Our news
letter, which we have been publishing for nine
years, has as the last page a tear-off calendar fea
turing tax return due dates, holidays and other
notes of interest. This page, like the first page,
has our firm’s name on it—a continuing reminder
to the client of the services we provide.
Don’t be too ambitious to start with if you are
thinking of publishing a client newsletter. It is
probably a good idea to set up an editorial board
to consider who will do the editing, where the
ideas will come from (newspapers and magazines),
who will prepare the articles (typing and proof
reading) and do the paste-ups. You should also
solicit suggestions for articles from other mem
bers of the firm to generate a team spirit and, im
portantly, make sure that an enthusiastic person
is in charge of the project.
There are other things to consider when start
ing a newsletter, such as

□ Whether to use in-house copy equipment and
colored paper.
□ Should the newsletter be published monthly,
quarterly or irregularly?

□ Complying with professional ethics regard
ing the articles and distribution of the news
letter.
□ Maintenance of the mailing list (the news
letter should go to all clients) and exchang
ing newsletters with other firms.

□ Using third-class mail (particularly if pub
lication is irregular).
□ The use of special effects—headlines, clip
art, photographs, etc.—and professionals in
the field—printers, advertising agencies,

public relations firms—can help design an
attractive, attention-getting newsletter.
Internal image
Don’t forget your own firm when trying to win
friends and influence people. You can eliminate
the memo pollution by screening internal commu
nications and centralizing much of the informa
tion through an internal journal. This can cover
subjects such as personnel promotions, social ac
tivities, in fact, everything of interest to the staff.
Another publication should be used to keep part
ners, principals and managers up-to-date on firm
policies.
All stationery and essential internal memos
should be standardized, as should various control
sheets and forms used for agendas and minutes of
meetings, evaluations and recording telephone
conversations.
This is the age of consumerism, and professional
attitudes toward advertising and promotion have
changed. If you wonder what advertising is all
about, think of the word AIDE. Basically, the idea
behind advertising is to create

Attention

You have to break through the hohum attitudes.

Interest

Clients want to know what's in it for
them.

Desire

Clients must really want your ser
vices—they cost time and money.

Effort

It takes from 16 to 28 attempts to
get results.

If done well, the firm’s printed materials will
look very professional and will help bring the
firm together as an entity. They can aid enormous
ly in retaining clients and expanding services to
them and in getting new clients through referrals
by letting people know exactly what the firm can
do. Attractive materials can also help in recruiting
the best personnel. And, believe me, it is never too
early to begin improving your printed image. I
started doing some of these things when I was a
sole practitioner—today we are one of the 100
largest CPA firms in the country in terms of AICPA
membership.
-by Norman S. Rachlin, CPA
Coral Gables, Florida

Mr. Rachlin says that he is willing to send sam
ples of the client newsletter and other printed
matter produced by Rachlin & Cohen to practi
tioners who send him a written request.
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Managing the New Partnership
There seems to be a belief these days that partner
ships, especially those with two to four partners,
generally pose problems in effective management,
specialization and a unified firm approach. I have
heard several colleagues indicate that personality
and idealogical differences among partners repre
sent the biggest problems they face in their prac
tices.
In fact, some practitioners are sharing space,
personnel and equipment on a trial basis during
the initial stages of an association in an effort to
avoid the costs, time commitments and emotional
strain caused by a separation of partners.
In view of these problems, common to many
practitioners, I would like to present our ap
proach to partnership which we have found helps
alleviate some of the difficulties.
My partner and I started our practice approxi
mately three and a half years ago under rather un
usual circumstances. We knew each other by name
only and were drawn together by a mutual desire
to practice public accounting in our community
and to do so with the moral and professional sup
port of another individual. The time frame we
were working under allowed us to do little else
but discuss a few generalities and personal goals,
and before we knew it we were in practice to
gether.
Out of necessity, we adopted some general atti
tudes that we believe have improved the practice
(and taken us through many rough spots) and in
corporated them into our partnership agreement.
Although some of these have been discussed many
times before, and others are obvious, the following
concepts should be given consideration by poten
tial partners.

□ Equality—No two partners are equal in abil
ity, motivation, performance under stress,
attracting new clients, supervising staff and
most other areas of a practice. Recognize
this, face it as soon as possible in the rela
tionship, and adjust compensation and
duties for the differences.
□ Communication — In the initial stages, con
stant communication is essential. Be honest
and candid about each other’s habits, ap
proach to clients and the practice, relation
ships with staff, etc. Of course, this com
munication implies an attitude of compro
mise, self-improvement and firm promotion
as the first priority.
□

Benefits—Discuss them. Define clearly what

the partnership’s policy will be regarding
reimbursement of expenses, automobiles,
draws, etc. If idealogical differences can be
overcome, money is the next obvious source
of friction.
□ Specialization — Segregate responsibilities
to whatever extent possible to allow individ
ual expression of ability and to force some
independence of action.
□ Managing partner — Even in a two-partner
firm, someone has to give up some degree
of control over firm management decisions
and vest responsibility with the other part
ner. We tried comanaging day-to-day opera
tions at first but found it impossible.
□ Personalities—Recognize that they’re differ
ent, and try to utilize the differences to the
firm’s advantage rather than letting them
cause discontentment.
□ Personal life—Face the fact that all partners
have personal lives and must deal with their
relationship to the firm in their own manner.
Try to be conscious of the results obtained
and the overall performances of your part
ners as opposed to focusing on their short
comings in a particular instance.
□ Firm approach — The smaller the practice,
the more difficult it is to overcome the "my
firm” concept and to educate clients about
the firm’s overall responsibility to them. All
partners must live and preach the "our firm”
concept to make it work.
□ Partners’ retreat—We have, since the outset,
gone away each fall for two days to discuss
various aspects of the firm’s management
and promotion. Carefully prepared agen
das, including staff input, have made these
retreats extremely helpful. In a smaller firm,
the pressures of everyday practice make the
periodic retreat a necessity, not a luxury.
Not everything we've tried has worked and
there is, as always, much left to be done. Based on
our experiences, we strongly believe that accepting
or admitting a partner is one of the most signifi
cant decisions we will ever make and should not
be considered without first giving serious thought
to the implications involved. Fortunately, we have
turned what could have been an unpleasant situa
tion into a strong working relationship and have
developed a firm of which we are proud. We did
so by eventually coming to grips with the concepts
enumerated above.
- by Vincent T. Brown, Jr., CPA
Easton, Maryland
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Small Business Views the 1980s
Problems have been mounting for smaller busi
nesses, and in order to find out executives’ atti
tudes in the New York area, Chemical Bank
commissioned a survey that was conducted by
Louis Harris and Associates, Inc., in the summer
and fall of 1979.
Obviously, many of the concerns and expecta
tions expressed in New York are shared by small
business people across the country. For example,
executives are optimistic about the outlook for
their own businesses, but more than half of those
interviewed believe the role of small business in
the economy is declining at an alarming rate. They
speculate that the most serious problem facing
small businesses during the 1980s will be the
quality and cost of labor which they rank ahead
of inflation, finding top quality management, gov
ernmental regulations, taxes and declining worker
productivity.
In particular, small business executives
□ Are concerned with what they see as a decline
in the entreprenurial spirit in America. They
think that people are more interested in
other things these days, than in reaching the
top in business, and are not willing to put
in the time and effort to start one.

American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas
New York, N.Y. 10036

□ Criticize excessive governmental regulation
and burdensome paperwork; are concerned
with the cost of compliance and consider
many regulations picayune.
□ Think government should help smaller busi
nesses by reducing taxes. They believe that
they have little or no voice in governmental
affairs and that regulations and economic
policies are geared to large companies with
different problems.
□ Tend to believe adequate financing is the key
to business success (just under half of those
surveyed), far outstripping the second most
often mentioned factor—the drive or ambi
tion of the chief executive. Other key factors
cited are organizational efficiency, produc
tivity and attracting top quality professional
or managerial talent.
Small-business executives expect that inflation
will continue to be a big problem in the 1980s and
that the energy crisis will affect them more in
coming years than it does today. Nevertheless,
many are still looking for some growth although
they expect that any expansion will be at a lower
rate than was the case during the previous decade.
Six out of ten of the executives surveyed expressed
an interest in acquiring other firms while four out
of ten would be interested in being acquired.

Non-Profit Org.
U.S. POSTAGE
PAID
New York, N.Y.
Permit No. 3681

